1 Internal Revenue Service Department of the Treasury
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Release Coples to District

Person to Contact:

Telephone Numbher:

Refer Raply to:

Date:

E.I :
K.D.O.: Los Angeles

Dear Applicant:

We have considered your appllcatlon for recognition of
exemption from federal income tax under section 501(c)(3) of the
Internal Revenue Code. Based on the information submitted, we have
concluded tha# you do not gqualify for exemptlon under that section.

You .  were 1ncorpornted under the laws of the state - of

3 on . Your purpose as stated in. your
articles is to assist vommunlty service organizations to finance
Lhelr missions.

- Your application indicates that your prlmary activities will
be: (1) grant writing services a d consultation for non profit
organizations; (2) grant writing training; {3) think-tank meetlngs
to develop a resource bank of information of fundraising ideas and
phllanthroplc ‘sources; and (4) dlsccun+ merchant programs for
nonproflt organlzatlons. , '

Your prlmary source of 1ncome w111 be admlnlstratlve fees and
donatzons.. The - amount of ' your administrative ‘fees will ke
‘negotiated with each nonprofit organlzatlon and will be m1n1ma1 to
‘cover traveL and admlnlstratlve costs. ’

section 501(0)(3) of the ‘Code prov1des for the exemptlon fromeH*Tf”
?Federal ‘income - tax of’ organizations organ;zed ~and.. operated - .
znexc1u51ve1y cor charltable or educatlonal purposes - ‘

: : dectlon 1 501(0)(3) 1(a) of the :
_“provides. that in order. to be; exempt as’ an: organlzatlo
;secf10n"501(c)(3), “the - organlzatlon ‘must b
vj-oroanlzeo and operafed exc1u51vely for‘one G
'fSpe01’1ede1n thati :

pt :




-l

Section 513 of the Code defines "unrelated trade or business"
as any trade or business the conduct of which is not substantially
relataed (aside from the need of such organization for income or
funds or the use it makes of the profits derived) to the exercise
or performance by such organization of its charitable, educational
or other purpouse or function constituting the basis for its
exemption under section 501, with certain exceptions not here
relevant. It further provides that the term "trade or business" has
the same meaning it has in section 162, and generally includes any
activity carried on for the production of income from the sale of
goods or the performance of services.

Section 1.513-1(b) of the regulations provides that the term
"trade or business" has the same meaning it has in section 162, and
generally includes any activity carried on for the production of
income from the sale of goods or performance of services. It is
further provided that activities of producing or distributing goods
~or performing services from which a particular amount of gross
income is derived do not lose identity as trade or business merely
because they are carried on within a larger complex of other
endeavors which may, or may not be related to the exempt purpose of
the organization. ‘ o

‘ Rev. Rul. 72-369, 1972-2 C.B. 245, provides that an
organization formed to provide managerial and consulting services
at cost to unrelated exempt organizations does not qualify for
exemption under section 501(c¢)(3) of the Code; Revenue Ruling
71-529 distinguished. ' ‘ :

: The organization was formed to provide - managerial ' and

consulting services for nonprofit organizations exempt from Federal
income tax under section 501(c)(3) of the Code to improve the
administration of their charitable prograns.

In B.S.,W. Group, Inc. v. Comm., 70 T.C. 352 (1978); an .
organization’s sole.activity was to offer consulting. services for
‘a fee toﬁnon-profit,_limited‘resourceforgdnizati¢ns ngaged - in.
.various'rural—related_actiVities;-The*CQurtéheld-thét the Group’s:

‘and - therefor: id.no '

]primaryjpurpose‘was«commer¢ialf
for ‘exemption. v oo

. The _court reasoned that under
.'.pUrpose:towards1which aanrgdnizatiopﬂ
3nqt7thevhgtureNof@thefactiVitiés themselves
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_ ﬂbe‘provided:in[a‘charitable‘manner,solely-to organizations ,
..under section 501(c)(3), orjthat*you”Will‘otherwise;be‘Qperated_

;ﬁg“meaning:ostectiOn 501(d)(3)'of_the'Cdde;~wefqannot'regpgniZeWyoumf
as exempt under that section. . . . .o B

" the'Code. : .

‘“;j;f'fxcuyafe fé§uiféap£o‘f;1é~féééfa1fi

.......
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dispositive of the organization’s right to be classified as a
section 501(c)(3) organization exempt from tax under section
501(a)... Petitioner is engaged in one and only one activity, but
it is possible for such an activity to be carried on for more than
one purpose... The fact that petitioner’s activity may constitute
a trade or business does not, of itself, disgualify it from
classification under section 501(c¢)(3), provided the- activity
furthers or accomplishes an exempt purpose... Rather, the critical
inguiry is whether petitioner’s primary purpose for engaging in its
sole activity is an exempt purpose, o whether its primary purpose
is the nonexempt one of operating a commercial business producing
net profits for petitioners... ‘

In order to qualify for exenption based on providing services
to exem)t organizations on a fee hasis, you must distinguish your
activitizs from those described in section 513 of the Code as
unrelated trade or business, and you must also meet the guidelines
set forth in Rev. Rul. 72-369, supra, and provide your services at

]

substantially: below cost solely to exempt organizations.

Like the organization in the ruling you plan to enter into
agreements with unrelated nonprofit organizations to furnish grant
writing services on a cost pasis. However, providing these services
on a regular basis for an administrative fee that covers the cost
of materials and travel expenses is not sufficient to characterize
this activity'asfcharitable.within the meaning of section 501(c)(3)

of the Code. Even if the services in this case were provided at

cost and solely for exempt organizations,'furnishing'the‘services
at cost lacks the donative element necessary to establish this

activity as charitable. Thus, your services are still in the nature

of a commercial activity conducted for the production of income.

B.S.W., Inc. V. Comm., Supra.

Because you have failed to establish'that your Sérviéés will

‘exempt

exclusively for haritable: or. educational ‘purposes  within -the -
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You have the right to protest this ruling if you believe that
it is incorrect. To protest, you should submit a statement of your
views, with a full explanation of your reasoning. This statement
must be submitted within 30 days of the date of this letter and
must be signed by one of your officers. You also have a right to a
conference in this office after your statement is submitted. If
you want a conference, you must request it when you file your
protest statement. If you are to be represented by someone who is
not one of your officers,‘he/she must file a proper power of

attorney and otherwise qualify under our Conference and Practice
Pequirements.

. If you do not protest this proposed ruling in a timely manner,
it will be considered by the Internal Revenue Service as a failure
to exhaust available administrative remedies. Section 7428(b)(2) of
the Code provides, in part, that a declaratory judgment or decree
under this section shall not be issued in any proceeding unless the
United States Tax Court, the U.S. Court of Tederal Claims, or the
District Court of the United States for the District ‘ :
of Columbia determines that the organization involved has exhausted
administrative remedies available to it within the Internal Revenue
Service. - ' o o

If we do neot hear from you within 30 days, this ruling will
become final and copies will be forwarded to your key District
Director. Thereafter, any questions about your federal income tax
- status should be addressed to that office. The appropriate State
officials will be notified of . this action -in accordance with .
‘section 6104(c) of the Code. : . ’

‘Sincerely yours,

;' chief, Exempt Organizations
T R " ‘Technical Branch 3 ... .~
cc: DD, Los Angeles . . : LR
o Attnd EO-Group i
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